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Summary of the Testimony of Marc A. Tufaro

My testimony includes the following findings and recommendations:

1.

Staff believes that while there is a certain amount of subjectivity in Rappahannock
Electric Cooperatives' ("REC") Class Cost of Service Study ("CCOS"), as is the case in
any such study, REC's CCOS produces a reasonable approximation of the costs of
serving the various rate classes.

REC proposes to either decrease or minimally increase the rate schedules that had highest
relative rates of return under current rates. As such, REC’s proposed revenue
apportionment will move the classes closer to parity.

Staff is generally not opposed to the higher seasonal prices as the Electric Supply Service
rate will better reflect the incurrence of costs by REC, which should provide a better
pricing signal to REC's customers and potentially serve as a form of demand response.

Staff is not opposed to the proposed increases in the Access Charges by REC.

Should the Commmission approve a revenue increase that is less than the requested
amount, the Staff would suggest that any decrease in the additional revenue be allocated
to all the Schedules in proportion to the distribution revenues of those classes with the
allocation within each class being applied to Access Charges and delivery service rates in
proportion to the allocation proposed by REC in this proceeding..

Staff does not oppose REC’s proposed changes to its rate schedules and its terms and
conditions; therefore, Staff recommends that the Commission approve the proposed
changes.
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PREFILED TESTIMONY
OF
MARC A. TUFARO
RAPPAHANNOCK ELECTRIC COOPERATIVE

CASE NO. PUR-2017-00044

PLEASE STATE YOUR NAME AND POSITION WITH THE STATE
CORPORATION COMMISSION ("COMMISSION").
My name is Marc A. Tufaro. T am a Principal Utilities Analyst in the State Corporation

Commission's ("Commission") Division of Utility Regulation.

WHAT ARE YOUR PRESENT RESPONSIBILITIES?

My primary function as a Principal Utilities Analyst is to analyze public utility rate and
certificate applications with regard to cost of service, rate design, and terms and
conditions of service. I am also responsible for presenting testimony as a Staff witness

and making alternative proposals to the Commission when appropriate.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

The purpose of my testimony is to discuss Rappahannock Electric Cooperative’s ("REC"
or "Cooperative") application for a general increase in rates ("Application"). My
testimony will analyze the Cooperative’s Cost of Service ("COS") studies, revenue

allocation, and rate design.

PLEASE PROVIDE A BRIEF DESCRIPTION OF REC.
REC is a2 member-owned electric distribution cooperative that serves approximately

164,000 meters in 22 counties and 10 independent cities in Virginia. The Cooperative's
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service territory includes more than 16,000 miles of power lines ranging from Frederick
County in northwestern Virginia to King and Queen County in Virginia's Middle
Peninsula on the Chesapeake Bay. REC is a member of Old Dominion Electric
Cooperative ("ODEC"), a generation and transmission cooperative. REC purchases the
majority of its electricity supply requirements from ODEC.

In 2010, in a joint acquisition with Shenandoah Valley Electric Cooperative
("SVEC"), REC acquired Potomac Edison Company d/b/a Allegheny Power
("Allegheny").! As part of that acquisition, the Commission approved an asset purchase
agreement that conferred a portion of Allegheny's service territory rights, obligations to
provide retail distribution service, and distribution facilities to REC.2 The acquisition
increased the Cooperative's size by six counties in northwestern Virginia, adding

approximately 51,000 meters.

PLEASE SUMMARIZE THE COOPERATIVE'S MOST RECENT RATE CASE.

On April 2, 2014, the Commission approved REC's request to revise rate schedules and
migrate customers in the acquired former Allegheny service territory ("New Territory")
to rate synchronization with the Cooperative's pre-acquisition customers.’ The

Commission approved the Cooperative's requested jurisdictional revenue increase of

' Joint Petition of Rappahannock Electric Cooperative, Shenandoah Valley Electric Cooperative, and Potomac
Edison Company d/b/a Allegheny Power, For approval of the purchase and sale of service territory and facilities,

Jor the issuance of, and cancellation of, certificates of public convenience and necessity, and for approval of special,

transitional, rate schedules, Case No. PUE-2009-00101, 2010 S.C.C Ann. Rept. 391, Order (May 14, 2010).

% A separate asset purchase agreement was approved concurrently that conferred a distinct portion of Allegheny's
service territory and distribution facilities to SVEC. When taken together, the two asset purchase agreements
comprise the entirety of Allegheny's former Virginia service territory and facilities.

3 Application of Rappahannock Electric Cooperative, For approval of a plan to migrate transitioning customers (o
the Cooperative's legacy rates and to revise rate schedules for electric service, Case No. PUE-2013-00052, 2014
S.C.C. Ann. Rept. 270, Order Accepting Stipulation (April 2, 2014).
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approximately $15.8 million. The Commission further approved a three-year migration
plan, in which the Cooperative applied diminishing bill credits to New Territory
customers to gradually transition those customers to rate synchronization. The majority
of customers achieved rate parity June 30, 2016, with a few remaining transitioning
customers achieving rate parity June 30, 2017.* The New Termritory bill credit tariffs

expired as of that date.

PLEASE PROVIDE A SUMMARY OF THE APPLICATION.

On May 23, 2017, REC filed with Commission an application pursuant to §§ 56-231.33,
56-231.34, 56-235, 56-236, 56-238, and 56-585.3 of the Code of  Virginia ("Code")
requesting approval of a proposed increase in rates and charges for bills rendered on and
after Januvary 1, 2018, and approval of revised depreciation rates effective with the
implementation of the proposed rates (" Application").’

REC represents that it must increase its revenues now to ensure that the
Cooperative can meet its minimum Times Interest Earned Ratio ("TIER") requirements of
its financial obligations and can continue to provide high levels of reliability and customer
service.® Specifically the proposed rates and charges are designed to increase the
Cooperative's revenues by approximately $22 millbn per year, an overall increase of

6.2%." REC asserts that these rates will more accurately reflect its cost of service.! The

4 See REC March 31, 2016 Compliance Filing, Case No. PUE-2013-00052.

5 Application at 1, 6, 9. REC clarifies that while the majority of the proposed rate schedules filed with the
Application indicate an effective date for bills rendered on and after Janvary 1, 2018, Schedules HD-1 and LP-3
indicate that these revised rate schedules would be effective for bills rendered on and afier February 1, 2018. /4. at

6,n.4.

S1d at3

71d at 4.
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Cooperative represents that, based on pro-forma year results; the proposed rates will
result in ajurisdictional rate of return on rate base of 5.33% and produce a TIER of
2.25°

As part of its Application, the Cooperative also requests new depreciation
rates that, according to REC, would better recover the costs impacted by the average

' REC represents that a significant

service lives and salvage values of its assets.
portion of the requested increase in revenues results from an increase in depreciation
expense.”

The Cooperative explains that the remaining increase in revenue requested is due
to increased costs for right-of-way maintenance, higher incidence of unreimbursed major
storm damage, the inclusion of credit card and debit card transaction fees, and other
increases in the cost of service.'? The proposed revenue requirement, according to REC,
also reflects certain decreases in its cost of service that the Cooperative expects to realize

in the near future, including savings resulting from the conversion of its information

technology systems. 13

$1d

% Id. If the Commission determines that the Cooperative's proposed rates generate a T1 ER that is above 2.25, REC
requests that the Commission approve the proposed rates so long as the resulting rate year T1ER is within a reasonable
range that would normally be recommended for an electric cooperative in Virginia. /d. at 5.
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The Cooperative also seeks to implement certain changes to its rate structure to
ensure that its rates appropriately recover its cost of service for customers.'” REC
proposes to recover the majority of its proposed revenue increase through an increase to
the Access Charges applicable to its residential and small commercial customers.'> The
Cooperative represents that increasing the Access Charge will provide a more equitable
recovery of the Cooperative's fixed costs of providing service.'®

REC also proposes rates for electricity supply services that vary by season
(summer and non-summer).'” These rates, according to the Cooperative, are designed to
reflect seasonal determinants of REC's wholesale power costs and to send appropriate
price signals to customers.'® The Cooperative also requests a number of proposed
changes to its rate structure and schedules, including updating all schedules to reflect the
proposed rates, renaming certain rate schedules, changes to the applicability of Schedule
A, the introduction of a Schedule A-2, and the withdrawal of certain lighting
schedules.'”

The Cooperative represents that it is not making any substantive changes to its

Terms and Conditions at this time.”® Notwithstanding, REC has included revised Terms

and Conditions to reflect the proposed changes to the rate schedules.?'

" 1d at 6.

15 ld
16 Id
17 Id

8 1d.

"% 1d. at 6-7.

2/d at7.



OOV oo\ A

11
12

13

14

15

16

17

18

19

20

21

22

23

Q7.
A7

Q8.

COST OF SERVICE STUDIES

PLEASE DESCRIBE THE PURPOSE OF A COS STUDY.
The Commission addressed the purpose and use of COS studies in Case No. PUE-1992-
00037, stating:

The primary goal of a cost of service study is to allocate and assign costs

and revenues to each customer class as reasonably consistent as possible

with the incurrence of those costs. However, it must be recognized that

there is no scientifically correct method for allocating costs. A certain

amount of judgment must be used in any cost of service study. Cost of

service studies are not precision instruments, but rather tools to facilitate

the establishment of a zone of reasonableness. This zone of reasonable

class rates of return can then be used as a guide to apportion a utility’s

revenue requirement.??
COS studies attempt to allocate and assign costs to various service classifications in a
manner consistent with the incurrence of those costs. These service classifications
consist of separate customer classes, jurisdictional and non-jurisdictional customers, or
major functions, such as production, transmission, and distribution. The results of these
studies may then be used as a guide in the apportionment of additional revenue to the
various service classifications and in the design of rates.

Although these studies are very useful in establishing relative cost and revenue
relationships among the service classifications, as noted by this Commission, there is no

one scientifically correct method of allocating costs. As such, a certain amount of

judgment must be used in any COS study.

DID THE COOPERATIVE FILE COS STUDIES IN THIS PROCEEDING?

2l REC anticipates these revised Terms and Conditions will be adopted by its Board of Directors, contingent on the
Commission's acceptance of the proposed changes to the Cooperative's rate schedules. /d.

2 Application of Commonwealth Gas Services, Inc., Case No. PUE-1992-00037, Final Order, 1993 S.C.C. Ann.
Rept. 264-265 (Oct. 15, 1993).



10

11

12

13

14

15

16

17

18

19

20

21

22

23

AS.

Q9.

A9.

Yes. REC developed two COS studies in conjunction with its Application. The first COS
study is based on the Cooperative’s per books revenues, expenses and rate base and is
used to allocate costs to the Cooperative’s jurisdictional and non-jurisdictional activities.
The second study incorporates REC’s proposed ratemaking adjustments and estimates the
Cooperative’s margins by rate schedule, and will be referred to as the Class COS

("CCOS") below.

WOULD YOU PLEASE PROVIDE A BRIEF OVERVIEW OF THE
COOPERATIVE'S CCOS?

Yes. The filing includes a fully allocated, jurisdictionally-assigned CCOS study
performed by Jack D. Gaines of JDG Consulting, LLC. The cost-of-service methodology
is based principally on the general concepts and guidelines stated in the Electric Utility
Cost Allocation Manual, as prepared by the National Association of Regulatory Utility
Commissioners "NARUC COS"). It is designed to produce both class revenue
requirements and unbundled cost and rate components by class. The CCOS functionalizes
plant investment, expenses, and margin requirements into the production, transmission,
and distribution functions. In addition to functionalizing, the CCOS is designed so that
the distribution costs can be sub-functionalized into: 1) sub-transmission; 2) substation;
3) three-phase and single-phase primary distribution; 4) three-phase and single-phase
transformation and secondary distribution; 5) meters; 6) metering; 7) billing; 8) three
categories of consumer services; 9) security lights; 10) street lights. Sub-functionalized
costs are then classified as energy- related, demand-related, consumer-related, revenue-
related, or direct assignments. The remainder of the CCOS is devoted to the allocation of

the classified functional and sub-functional components of cost to each rate class and to
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the determination of unit costs by class for each component and sub-functional level of
revenue requirement.

The CCOS study utilizes the minimum-intercept method, a variation of the zero-
intercept methodology described in the NARUC COS Manual to classify distribution
plant as either demand or customer-related. The NARUC Electric COS Manual describes
this method as follows: "The minimum-intercept method seeks to identify that portion of
plant related to a hypothetical no-load or zero-intercept situation ....The cost related to the

zero-intercept is the customer component."?

WHAT ARE THE STAFF’S CONCLUSIONS REGARDING REC’S CCOS

STUDIES?
The Staff believes that while there is a certain amount of subjectivity in REC’s CCOS

studies, as is the case in any such study, the Cooperative’s CCOS produces a reasonable

approximation of the costs of serving the various rate classes.

PLEASE DISCUSS THE RESULTS OF REC’S ADJUSTED CCOS STUDY.
The jurisdictional class rates of return ("ROR") and associated return indices produced by

the Cooperative’s current rates are shown below:

Present | ROR

Class Return | Ratio
Schedule Lighting 18.55% | 10.07
Schedule A-1 -0.22% | -0.12
Schedule A-2 -3.79% | -2.06
Schedule A-1 -P 1.08% | 0.59
Schedule A-1 -TOU -2.90% | -1.57
Schedule B-1 8.24% | 447

B Electric Cost Allocation Manual, by National Association of Regulatory Utility Commissioners, (1992), 92.
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Schedule B-3 14.50% | 7.87
Schedule LP-1 13.37% | 7.26
Schedule HD-1 11.33% | 6.15
Schedule LP-3 8.59% | 4.66
Schedule LP-2 5.80% | 3.15
Total Jurisdictional 1.84% | 1.00

As shown above, the adjusted CCOS study under current rates results in positive RORs
with the exception of Schedules A-1, A-2, and A-1 TOU, which are residential schedules.
The remainder of rate schedule RORs are positive and all have relative ROR indices that

exceed 1.00 by a multiple of at least three, with the exception of Schedule A-1 -P.

REVENUE APPORTIONMENT

WHAT FACTORS DID THE STAFF CONSIDER WHEN EVALUATING THE
COOPERATIVE’S REVENUE APPORTIONMENT TO THE VARIOUS
CUSTOMER CLASSES?

The Staff considered the RORs provided by the various classes in the Cooperative’s
CCOS studies as well as several other factors in assessing the Cooperative’s revenue
apportionment. As noted earlier, CCOS studies are subjective and should only be utilized
as a starting point for revenue apportionment and rate design. Generally, the Staff uses

the following criteria from James C. Bonbright’s Principles of Public Utility Rates when

reviewing proposed rate structures:

o Simplicity and public acceptability;

Freedom from controversies as to proper interpretation;

Effectiveness in yielding total revenue requirements;

Revenue stability and predictability, with a minimum of unexpected changes
seriously adverse to utility companies;
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o Stability and predictability of the rates themselves, with a minimum of
unexpected changes seriously adverse to ratepayers and with a sense of historical
continuity;

e Fairness of the specific rates in the apportionment of total costs of service among
the different ratepayers so as to avoid arbitrariness and capriciousness;

e Avoidance of "undue discrimination" in rate relationships so as to be, if possible,
compensatory; and,

o Efficient use of utility services so as to discourage wasteful use of service while
promoting all justified types and amounts of use.’

The above criteria are considered in the context of both revenue apportionment and rate
design. The weight the Staff gives to each of these criteria may change depending on the
specific circumstances of each case. In the Commission’s Final Order dated August 15,
1991, in Case No. PUE-1990-00028, the Commission provided guidance for the
apportionment of additional revenue. In that Order, the Commission stated that:

While movement towards parity . . . is a factor to be
weighed when designing rates, it is not the only factor to be
considered. Whether a more aggressive or a more gradual
movement to parity is appropriate in a particular
proceeding is a function of the facts developed in that case,
including, but not limited to, the magnitude of the increase
sought from all customer classes, the movement to parity
attained since the last proceeding, the relative returns
produced by all customer classes, and the exercise of
informed judgment. *°

In reviewing the Cooperative’s revenue apportionment, the Staff focused on the
following: (i) rate stability and predictability; (ii) fairness of the specific rates; and (iii)

effectiveness in yielding total revenue requirements.

¥ principles of Public Utility Rates, by James C. Bonbright, Albert L. Danielsen, and David R. Kamerschen with
assistance from John B. Legler, Second Edition (1988), 383-384.

B Application of Virginia Natural Gas, Inc., For a general increase in rates, Case No. PUE-1990-00028, Final
Order, 1991 S.C.C. Ann. Rept. 292, 295 (Aug. 15, 1991).
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PLEASE DESCRIBE REC’S PROPOSED REVENUE APPORTIONMENT.
The Cooperative is proposing an increase in test year jurisdictional revenues in the
amount of approximately $22.118 million.

proposed increase in jurisdictional revenues to the various rate classes is shown below:

The Cooperative’s apportionment of the

Sales Fee Facilities Total

Class Revenue Revenue Charge Revenue
Schedule Lighting $0.5 _ $0.5
Schedule A-1 $19,103.0 $0.2 | $19,103.2
Schedule A-2 $2,157.3 $2,157.3
Schedule A-1 -P $160.3 | -$9.5 $150.8
Schedule A-1 -TOU $9.1 $9.1
Schedule B-1 $102.9 $0.8 $103.7
Schedule B-3 $0.0 $8.1 $8.1
Schedule LP-1 $634.4 $15.7 $650.1
Schedule HD-1 -$18.8 $1.3 -$17.5
Schedule LP-3 -$46.7 $0.3 | -$46.47
Schedule LP-2 $0.0 $0.0
Total Jurisdictional $22,102.1 -$9.5 $26.4 | $22,118.9

The Cooperative’s proposed rates result in the following RORs and relative return

indices:
Proposed Return

Class Return  Ratio
Schedule Lighting 18.56% 3.47
Schedule A-1 3.84% 0.72
Schedule A-2 0.95% 0.18
Schedule A-1 -P 4.80% 0.90
Schedule A-1 -TOU 2.02% 0.38
Schedule B-1 8.88% 1.66

%6 There are some small differences to account for rounding in the table that follows. Revenue is expressed in
$1,000's.

27 Schedule HD-1 and Schedule LP-3 revenues are decreasing by 0.98% and 0.46%, respectively, due to the credit
from Schedule AS-1, which will be discussed further below.

11
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Schedule B-3 14.53% 2.72

Schedule LP-1 14.53% 2.72
Schedule HD-1 10.60% 1.98
Schedule LP-3 7.59% 1.42
Schedule LP-2 5.80% 1.09

Total Jurisdictional 5.34% 1.00

As shown above, the Cooperative proposes to allocate over 95% of the increase to
the rate schedules with negative relative RORs under cwrrent rates. Further, REC
proposes to either decrease or minimally increase the rate schedules that had highest
relative RORs under current rates. As such, REC’s proposed revenue apportionment will
move the classes closer to parity. Additionally, the percentage revenue increases appear

reasonable.

DOES THE STAFF HAVE ANY FURTHER COMMENTS REGARDING THE
PROPOSED REVENUE APPORTIONMENT?

Yes. Should the Commission approve a revenue increase that is less than the requested
amount, the Staff recommends that any decrease in the additional revenue be allocated to

all the Schedules in proportion to the distribution revenues of those classes.

POWER COST ADJUSTMENT RIDER

PLEASE SUMMARIZE THE COOPERATIVE’S PROPOSED POWER COST
ADJUSTMENT ("PCA") RIDER?

Schedule PCA-1 is designed to recover purchased power costs on a dollar for dollar
basis. Schedule PCA-1 allows for any over- or under-recovery to be rolled into the PCA-
1 factor at least once per year. In addition, Schedule PCA-1 allows for adjustments when

there is a change in the rates charged by ODEC or a material change in rates charged by

12
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Southeastern Power Administration ("SEPA"). The PCA-1 also allows for adjustments
based on the Cooperative’s estimates of costs.

REC is proposing to include in Schedule PCA-1 the following: (1) to change the
electric supply service ("ESS") base to $0.06948 to reflect the rate year level purchased
power expense to be recovered in the ESS base rates; (2) to place a material effect
qualifier on rate change under non-ODEC/non-SEPA power supply contracts similar to
the one applicable to SEPA rate changes; and, (3) to eliminate the $0.00078 per kilowatt-
hour ("kWh") revenue adjustment for over- and under-recovery calculations consistent
with moving those revenues out of ESS rates and into distribution rates. The rate year
PCA factor and the proposed PCA-1 ESS Base are calculated in Schedule 15C of the

Application.?®

DOES THE STAFF HAVE ANY COMMENTS RELEVANT TO REC’S
PROPOSED SCHEDULE PCA-1?
Yes. Schedule 15C contains the calculations for proposed the Schedule PCA-1. In

general, the Staff does not oppose the Cooperative’s proposed PCA-1.

Q17. IS REC PROPOSING TO INTRODUCE PRICE SIGNALS INTO THE ESS

Al7.

PORTIONS OF CERTAIN RATE SCHEDULES?

Yes. REC is proposing to introduce higher seasonal prices for ESS service in the
months of June through September. REC's largest expense is wholesale power.
According to the testimony of REC witness Faulconer, "a major driver of REC's power

costs is the Regional Transmission Organization ("RTO") capacity obligation as

% Direct Pre-filed Testimony of Jack D. Gaines at 22-23.

13
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determined by demand during the five Coincident Peak hours [] occurring in the months
of June through Sep‘ccmber."29 Furthermore, according to the testimony of REC witness
Gaines, "For the rate year, $33 million of the Cooperative's $74 million in jurisdictional
capacity costs was for the PJM Capacity Costs as charged through the ODEC rate and the
Morgan Stanley contract.”® The ESS service provided under Rate Schedules A-1, A-2,
A-1-P, B-1, B-3, and LP-1 will be subject to these season price differences. Staff will
discuss these proposed changes further below. Staff is generally not opposed to these
changes as the ESS rate will better reflect the incurrence of costs by REC, which should
provide a better pricing signal to REC's customers and potentially serve as a form of

demand response.

RATE DESIGN

PLEASE DESCRIBE THE COOPERATIVE’S PROPOSED RATE DESIGN.

REC utilized a multiple step process to develop its proposed rates. First, REC rebalanced
the supply and distribution components such that the electric supply service rates of each
tariff fully recover the supply-related CCOS. Second, the Cooperative rolled in the rate
year level of PCA revenue into the base rates. Third, REC removed all A/C program
costs from the base distribution rates for full recovery through the DR Rider. Finally, the
Cooperative adjusted its distribution rates to produce the proposed revenue increase. The
rate and structural changes proposed by REC are discussed below for each rate schedule:

Rate Schedule A - Residential, Farm, Home and Civic Service

¥ Direct Pre-filed Testimony of Matthew A. Faulconer at 15.

% Direct Pre-filed Testimony of Jack D. Gaines at 23. Through the rates charged by ODEC and based upon its
contract with Morgan Stanley, REC is assigned and pays for its load share, which is based upon the PJM High 5,
which occurs in the same months as the higher proposed seasonal prices (June through September). The Morgan
Stanley contract is explained in the Direct Testimony of David F. Koogler at 4.

14
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REC proposes that the applicability of Schedule A-1 be limited to farm,
residential, and church service. All other non-residential services that no longer qualify
under Schedule A-1 would be moved to Schedule A-2. Schedule A-2 would also apply to
farms not connected to a residential account, single phase accounts that are ancillary to a
residential account, volunteer fire departments, volunteer rescue squads, civic clubs and
similar non-profit community service organizations. The proposed pricing for both Rate
Schedules A-1 and A-2 is identical. According to REC witness Gaines, "The purpose of
the new tariff is to establish a rate neutral but separate service classification so that in
future cases, rate designs can be more readily tailored to the characteristics of non-
residential versus residential service."?'

Under REC's proposal the ESS base rates were reduced to absorb the rate year
PCA credit factor $(0.003679) per kWh, to transfer the $0.00078 per kWh non-purchased
power cost component to distribution, and to correct for any imbalance between ESS
revenue and rate year purchased power expense allocated to both schedules. REC
proposes to retain the current flat rate energy structure at a rate of $0.06777 per kWh for
the months of October through May and for the first 800 kWh for the months of June
through September. REC is also proposing a rate of $0.0978 per kWh for usage above
800 kWh 1n the months of June through September, which is a premium of $0.3003 per
kWh above the $0.06777 per kWh. REC represents that this premium represents the

costs per kWh of Schedule A-1 RTO related costs spread over the Schedule A-1 summer

months kWh sales.>

3! Direct Pre-filed Testimony of Jack D. Gaines at 24.

3 1d. The premium is also applicable to Schedule A-2

15
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REC is proposing to recover $15.6 million of the $21.4 million increase in
Schedule A distribution revenues primarily by increasing the single phase and three phase
Access Charge from $10.00 to $20.00 per month and $12.15 to $24.30 per month,
respectively. According to REC witness Gaines, the CCOS supports a single phase
Access Charge of approximately $37.00.3 The balance of the $21.4 million is recovered
by increasing the 0-300 kWh block by $0.00106 per kWh and the over 300 kWh block by
$0.00346 per kWh. The overall revenue increase to Schedule A-lis 8.46% and the
increase to Schedule A-2 is 12.44%.3

Rate Schedule A-1-P

Rate Schedule A-1-P as proposed by REC continues to have pricing consistency
between Schedule A-1-P and Schedule A-1, so the changes proposed for Schedule A-1
also applies to Schedule A-1. REC also proposes to eliminate the $15.00 Initiation Fee.
The overall revenue increase to Schedule A-1-P is 7.82%.%

Rate Schedule A-1-TOU

Similar to Rate-Schedule A-1-P, Rate Schedule A-1-TOU, which is an optional
alternative service, would also continue to have pricing consistency with Schedule A-1.
The proposed ESS charges are shown in Schedule 15F, and the changes to Schedule A-1-
TOU pricing are shown on page 2 of Schedule 15A. The overall revenue increase to
Schedule A-1-P is 11.76%.¢

Rate Schedule B-1

2 1d. at25.
3% Schedule SB page 1 of 5.

35 ld
36 Id
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Under REC's proposal, Schedule B-1 ESS base rates have been reduced overall to
absorb the rate year PCA credit factor of $(0.003679) per kWh, to transfer the $0.00078
per kWh non-purchased power cost component to distribution, and to correct for any
imbalance between ESS revenue and rate year purchased power expense allocated to
Schedules B-1 in the CCOS. REC is also proposing to retain the current flat energy rate
structure throughout the year but with a higher rate per kWh in the months of June
through September. A rate of $0.05643 per kWh would apply in the months of October
through May. A rate of $.08217per kWh would apply in the months of June through
September. REC is also proposing to increase the Access Charge from $28.00 to $37.00
per month, while decreasing the distribution energy rate from $0.02824 to $0.02137 per
kWh. The changes to Schedule B-1 pricing are detailed on page 3 of Schedule 15A. The
overall revenue increase to Schedule B-1 is 1.09%.

Rate Schedules B-3, LP-1 and IS-1

Under REC's proposal, the ESS base rates of Schedules B-3 and LP-1 have been
reduced to absorb the rate year PCA credit factor of $(0.003679) per kWh, to transfer the
$0.00078 per kWh non-purchased power cost component to distribution, and to correct
for any imbalance between ESS revenue and rate year purchased power expense
allocated in the CCOS. None of the net revenue increase would be allocated to Schedule
B-3. Other than introducing a small, seasonally differentiated demand charge in the ESS
rate structure, no other structural changes are proposed. The new ESS demand charge
would be $1.50 per kW applicable to June through September ESS demand and would
be $0.50 per kW in all other months. The proposed single phase Access Charge is $37.00

which is the same as is proposed for Schedule B-1. The proposed three phase Access
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Charge increases by the same percentage as the single phase Access Charge and moves
from $47.50 to $62.75, which is below the $68.00 supported by the CCOS. Under REC's
proposal, distribution energy charges are reduced to offset the additional Access Charge
revenue.

REC proposes a revenue increase of 0.99% applied to Schedule LP-1 to equalize
its rate of return with Schedule B-3. Other than introducing a seasonally differentiated
demand charge in the ESS rate structure, no other structural changes are proposed. The
current year-round ESS demand charge of $8.15 per kW would increase to $9.00 per kW
in the months of June through September and decrease to $8.00 per kW in all other
months. REC also proposes to eliminate Section A.2 of the Determination of Billing
Demand that discounts off-peak demand for billing. This feature is being used by only
two customers and eliminating it has minimal effect on the two customers.

REC is also proposing to change the name of Schedule IS-1 to Curtailable Service
Rider, Schedule CS-1, and to modify it so that the interruptible credits are compatible
with the ODEC rate structure and to provide a more accurate methodology for estimating
a customer's curtailed demands during the RTO peak hours and the Zonal peak hour. The
methodology would compare actual demands coincident with the RTO and Zonal peaks
to demands measured throughout the month or months at the same hours but on days
when the peak hours did not occur or load curtailment notice was not given.

Rate Schedules LP-3 and HD-1

REC is proposing to modify the ESS potions of Schedule HD-1 and Schedule LP-
3 in two ways. First, REC proposes to change the Excess Demand charge from a static

$2.38 per kW to be 42.5% of the prevailing ODEC Owned Resources demand charge.
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This would, according to REC, maintain the relative relationship of the two demand
charges as the ODEC rate changes from year to year and ensure that the Excess Demand
charge can never be greater than the ODEC Owned Resources demand charge. For the
rate year the Excess Demand Charge would remain $2.38 per kW using 42.5%. Second,
REC is proposing to add a rider provision to the ESS portions of the two tariffs and is
proposing a new related rider, Alternate Supplier Cost Adjustment Rider, Schedule AS-1.
The purpose of this rider in this case is to pass through a load ratio share of the net
benefits or net costs of the Morgan Stanley power supply contract while continuing the
direct pass through of ODEC power costs based on each customer's usage and coincident
billing demands. Heretofore, there has not been a mechanism in either schedule to pass
through any of the Morgan Stanley savings. Based on the rate year, Schedule AS-1
would produce a credit rate of $0.144 per kW of demand coincident with REC's annual
NCP. Schedule HD-1 and Schedule LP-3 revenues would decrease by 0.98% and 0.46%,
respectively, due to the credit from Schedule AS-1.

Two changes are proposed for Schedule HD-1. First, the distribution energy
charges are set to be the same as the corresponding charges in Schedule LP-1. Second,
the 40% demand ratchet provision of Schedule LP-1 has been added to Schedule HD-1.
Both of these changes are designed to neutralize any rate differential caused by
distribution rates so that customers choosing between the two rates would do so based on
the relative ESS costs, and benefits attainable through load control or diversity. For
Schedule LP-3, REC is proposing to close parts A.l and A.2 of the monthly rate to any
customer added to Schedule LP-3 after the effective date in this case. In all three parts of

the part A, REC is proposing slight increases in the demand rates and corresponding
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slight decreases in the energy rates. Lastly, the Facilities Charges of part A.3. have been
updated based on the current CCOS. Rate year rate impacts are provided for Schedule
HD-1 and Schedule LP-3 on pages 10, 6, 11, and 12 of filing Schedule 6.

Rate Schedule OL — Lighting

Under REC's proposal, the individual light rates of Schedule OL have been
updated adjusting the ESS rates to the rate year light power cost level of $0.04816 per
kWh. Distribution rates have been increased by 4.44% to achieve a revenue neutral
impact for the rate year. REC is proposing to withdraw Schedules OL-NT, AL-NT, and
MSL-NT serving lights in the acquired territory and to move all of those lights to
Schedule OL. Rates for 70 watt and 200 watt high pressure sodium have been added to

Schedule OL to fully accommodate the transfer.

IS REC PROPOSING A NEW RIDER?

Yes. As mentioned above, REC is proposing Rider AS-1, which would allow REC to
pass through to customers on rate schedules HD-1 and LP-3 the net costs or savings of
the Morgan Stanley contract. The Cooperative, in part, states that this is appropriate
because these customers share in the benefit and/or costs of this contract. Staff generally
agrees with the new rider and how REC is proposing to deal with the contract costs or

savings.

DOES STAFF HAVE ANY COMMENTS RELATING TO THE SIGNIFICANT
INCREASES IN THE ACCESS CHARGES?
The 2009 General Assembly amended Virginia Code § 56-585.3 to permit a cooperative

to make adjustments to its rates to collect any or all of the fixed costs of owning and
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operating its electric distribution system through a new or modified fixed monthly
charge. Virginia Code 56-585.3 A 4 was amended to read as follows:

Each cooperative may, without Commission approval or the
requirement of any filing other than as provided in this
subdivision, upon  an affirmative resolution of its board of
directors, make any adjustment to its rates reasonably calculated to
collect any or all of the fixed costs of owning and operating its
electric distribution system, including without limitation, such
costs as are identified as customer-related costs in a cost of service
study, through a new or modified fixed monthly charge, rather than
through volumetric charges associated with the use of electric
energy; however, such adjustments shall be revenue neutral
based on the cooperative's determination of the proper intra-class
allocation of the revenues produced by its then current rates. The
cooperative may elect, but is not required, to implement such
adjustments through incremental changes over the course of up to
three years. The cooperative shall file promptly revised tariffs
reflecting any such adjustments with the Commission for
informational purposes . . . .

REC has proposed to increase the Access Charges, but REC is not proposing to
increase the Access Charges to the levels in the CCOS study. Staff is generally not

opposed to the proposed increases in the Access Charges by REC.

DOES THE STAFF HAVE ANY COMMENTS RELEVANT TO REC’S
PROPOSED RATE DESIGN?

In general, the Staff does not oppose REC’s proposed rate design. The Staff notes that
final rates may be revised depending upon the revenue apportionment approved in this
case. It should also be noted that tﬁe Division of Utility Accounting and Finance may
propose further adjustments that could impact billing determinants. Final rates should be
designed consistent with the Staff’s recommended accounting adjustments if those

adjustments are accepted by the Commission.
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Should the Commission approve a revenue increase that is less than the requested
amount, the Staff recommends that any decrease in the additional revenue be allocated to
all the Schedules in proportion to the distribution revenues of those classes with the
allocation within each class being applied to Access Charges and delivery service rates in

proportion to the allocation proposed by REC in this proceeding.

PROPOSED MODIFICATIONS TO RATE SCHEDULES
AND TERMS AND CONDITIONS

IS REC PROPOSING CHANGES TO ITS RATE SCHEDULES AND TERMS
AND CONDITIONS?
Yes. REC proposes the following changes to its rate schedules and terms and conditions:
» Rename all residential schedules so they consistently contain the letter "A" in the
title (e.g.: Schedule A-l, Schedule A-1-P, Schedule A-1-TOU, etc.).
e Change the applicability of Schedule A to remove "farm and civic" and introduce
a new Schedule A-2 on which these and other non-residential services will be
billed.
s Modify all "A" and "B" schedules to reflect changes to the Access Charge.
o On all schedules, change the distribution delivery service charges.
e On all schedules, update the electricity supply service charges to remove non-
purchased power costs, reflect the rate year power costs, and where appropriate,
include a seasonal differential.

» Modify for clarity the applicability sections for Schedules LP-3, HD-1, and LP-1.
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